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ECON202 Special, Trimester 3 2013 
PART A 


DEFINITIONS (30 Marks) 
Define each of the following SIX (6) concepts. Each concept carries 5 marks. 


USE A SEPARATE BOOKLET FOR THIS PART 


Automatic stabiliser 


Pigou effect 


Monetary neutrality 


Hysteresis 


The Fisher effect 


Lucas critique 


ECON202 Special, Trimester 3 2013 
PART B 


SHORT ESSAY QUESTIONS (30 Marks) 
Each short essay carries 10 marks 


USE A SEPARATE BOOKLET FOR THIS PART 


te An economy begins in long-run equilibrium, and then a change in government regulations 
allows banks to start paying interest on checking accountings. Recall that the money stock is 
the sum of currency and demand deposits, including checking accounts, so this regulatory 
change makes holding money more attractive. 
How does this change affect the demand for money? 
b. What happens to the velocity of money? 
C. If the central bank keeps the money supply constant, what will happen to output and 
prices in the short run and in the long run? 
d. If the goal of the central bank is to stabilise the price level, should the central bank 


keep the money supply constant in response to this regulatory change? If not, what 


should it do? Why? 
e. If the goal of the central bank is to stabilise output, how would your answer to part (d) 
change? 
8. What is meant by the “time inconsistency” of economic policy? Why might policymakers be 


tempted to renege on an announcement they made earlier? In this situation, what is the 


advantage of a policy rule? 


9: What are inside lag and outside lag? Which has the longer inside lag—monetary or fiscal 


policy? Which has the longer outside lag? Why? 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


